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Report to Stockholders 


W E send you at this time what is in effect an interim report. This is 
due to a change in the fiscal year of the Company. Your Directors 
decided that the fiscal periods should end at June 30 instead of December 31,% 
thus reflecting more nearly the natural business year of the Company which 
is tied very closely to the grain crop year. This change will simplify our 
accounting with respect to inventories and generally tend to clarify our 
reports. 

Accordingly, this report refers primarily to the interim fiscal period of 
six months, January 1 to June 30, 1942. Our last report was made for the 
year ended December 31, 1941. Hereafter reports will cover years ended 
June 30; therefore, to present this report on the basis of a full year, for the 
purpose of future comparison, an Income Statement is given for the twelve 
months ended June 30, 1942. We have always found that our operations 
are best presented in twelve months’ periods because our business is not 
equally distributed throughout the year. Comparison is given with the 
calendar years 1938 to 1941, inclusive. In addition there is a statement for 
the six months’ fiscal period ended June 30, 1942 and a statement for the 
corresponding six months’ period in 1941. 

The Balance Sheet of June 30, 1942 is presented in comparison with that 
of December 31, 1941, last reported. 

We have made certain adjustments in Appropriated Surplus-Reserves by 
reducing the advertising reserve $450,000.00 and taking out of contingent 
reserve $400,000.00 set up some years ago to provide for certain plant ad¬ 
justments that have not been made. Instead of turning back to Surplus 
$450,000.00 and $400,000.00, we are adding these amounts to a reserve 
made some years ago against German investment and setting up a noncon- 
solidated European reserve of $1,109,679.33, which more than covers our 
investment in our German, Dutch, and Danish companies. We have set up 
no reserve against our British investment. We have received no information 
from our European managers during recent months but believe that all of 
our plants are operating. 

This year, for the first time, we show dollar sales, cost of goods sold, and 
selling, general and administrative expenses. We wish to call our stock¬ 
holders’ attention to the fact that the greater part of the cost of goods sold 
is money paid for grain and grain products, so an increase or decrease in 
this item does not accurately reflect volume changes. Grain prices are higher 
or lower, depending on crop conditions and Government controls. We do 
not relate our expense ratios or profit margin to dollar volume but aim to 
secure a reasonable profit return on units sold. 




In March 1942, we purchased the brands, plant, and business of Chappel 
Bros. Inc. For many years they have been one of the leading dog food manu¬ 
facturers of the country. Their plant is in Rockford, Illinois. We needed a 
line of dog feeds to complete our line of feeds. An investigation convinced 
us that Chappel Bros. Inc. were producing quality products and that their 
line of Ken-L-Products dog food has ready consumer acceptance. We be¬ 
lieve this purchase will prove to be a very satisfactory investment for 
our Company. 

Priorities, shortage of material, reports, and regulations are increasing 
our costs and complicating our operations, but we must adjust ourselves 
to the problems of war and do our best to help our Government and carry 
on our business. We hope time and experience will simplify many and 
eliminate some of these cumbersome controls. 

In our last report we told you of the shell loading plant we have agreed 
to operate for our Government. That plant is nearing completion and we 
hope to begin production in October. 

We are now negotiating with our Government at their request to act as 
their agent in planning and operating a plant to produce a product that will 
be used in the production of synthetic rubber. We did not want the shell 
loading management job and we do not want this job, but individually and 
as a company we will gladly do anything and everything we can to help 
our Government win the war. For our services the Government agencies 
with which we make the contracts will pay our Company a fixed manage¬ 
ment fee. These are service, not profit contracts, and while we are sure the 
fee will cover our costs we expect little net profit. 

The loss of many of our men to our armed services and the necessity of 
providing management for the two government operations place a heavy 
responsibility on our Management group, but all Quaker men and women, 
wherever they work, are showing a fine spirit of patriotism and an eagerness 
to render service. We are proud of them. 


September 18, 1942. 


JOHN STUART 
Chairman of the Board 





The Quaker O&ts (pmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 


Consolidated Balance Sheet June 30, 1942 
Compared with December 31, 1941 


ASSETS 


CURRENT ASSETS: 


June 30, 1942 December 31, 1941 


Cash on hand and in banks.$ 5,485,904.29 

Accounts Receivable (less reserves). . . . 6,057,223.09 

Inventories of Grain, Materials, Prod¬ 
ucts and Supplies . 12,219,166.52 

Government Securities, direct and guar¬ 
anteed . 5,807,003.70 

Municipal Securities .. 

$29,569,297.60 


$ 3,990,014.12 
5,859,478.15 

14,819,666.60 

7,048,009.60 
_ 50,000.00 
$31,767,168.47 


OTHER RECEIVABLES AND INVESTMENTS: 


Investments in and advances to non- 
consolidated subsidiaries: 


United States and Canadian—par¬ 
tially owned . 

United States — wholly owned 

(Note 1) . 

European . 

Stock Purchase and other indebtedness 

of employees . 

Company’s Capital Stock (for employ¬ 
ees) . 

Miscellaneous Investments . 


DEFERRED CHARGES: 

Insurance and other prepaid expenses. . 

LAND, BUILDINGS, MACHINERY, 
AND EQUIPMENT . 

Less Depreciation Reserve . 

TRADE MARKS, TRADE RIGHTS, 
PATENTS, AND GOODWILL. 


$ 214,881.75 

50,831.38 

1,604,623.01 

52,809.43 

249,269.09 
20,527.50 
$ 2,192,942.16 

$ 448,752.75 

$31,000,757.23 

15,587,956.81 

$15,412,800.42 

$11,058,233.21 

$58,682,026.14 


$ 214,881.75 

1,604,623.01 

59,981.48 

236,422.34 
20, 527.50 
$ 2,136,436.08 

$ 259,197.58 

$30,307,774.62 

15,245,234.66 

$15,062,539.96 

$11,086,767.28 

$60,312,109.37 


See General Notes 































The Quaker Oats (pmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 


Consolidated Balance Sheet June 30, 1942 
Compared with December 31, 1941 


LIABILITIES 


June 30, 1942 

CURRENT LIABILITIES: 

Accounts Payable . $ 1,462,964.88 

Accrued Liabilities (taxes, wages and 

other compensation, advertising, etc.) 3,240,570.18 
Due to Subsidiaries: 

United States — partially owned . 17,298.15 

European . 266,647.97 

Dividends Payable . 270,000.00 

$ 5,257,481.18 


December 31, 1941 

$ 1,528,108.96 

3,816,995.45 

5,828.84 
610,198.65 
270,000.00 
$ 6,231,131.90 


PATENT PURCHASE CONTRACT 

PAYABLE (annually to 1948 inclusive) $ 550,000.00 $ 


650,000.00 


APPROPRIATED SURPLUS—RESERVES: 

For Inventory Shrinkage . $ 2,250,000.00 

For Advertising . 1,600,000.00 

For Insurance and Other Contingencies. 991,697.95 
For Nonconsolidated European Subsid¬ 
iaries . 1,109,679.33 

$ 5,951,377.28 


$ 2,250,000.00 
2,050,000.00 
1,378,592.92 

259,679.33 
$ 5,938,272.25 


CAPITAL STOCK: 

Preferred, 6% Cumulative, 

shares of $100.00 each . $18,000,000.00 

Authorized 250,000 shares 
Issued 180,000 shares 

Common, no par value . 15,210,000.00 

Authorized 800,000 shares 

Issued 702,000 shares _ 

$33,210,000.00 


$18,000,000.00 

15,210,000.00 


$33,210,000.00 


$13,713,167.68 $14,282,705.22 

$58,682,026.14 $60,312,109.37 


SURPLUS 



























The Quaker O^s Company 

(Incorporated in New Jersey 

And Subsidiary Companies 

(United States and Canada) 

Summary of Consolidated Income and Surplus 

For the Year Ended June 30, 1942 


Net Sales 

Less: Cost of goods sold (including depreciation) 
Selling, general and administrative expenses 


Year Ended 
June 30, 1942 

$90,140,229.56 

72,156,478.73 
10,986,918.62 


Net earnings from sales 


$ 6,996,832.21 


Other income: 

Dividends from nonconsolidated subsidiaries 

Income from securities (including profit and loss from sales) 

All other income 


81,744.21 

64,907.86 

164,512.44 


Income charges: 

Adjustment to market of securities and foreign net current 

assets ( credit ) 44,811.67 

All other income charges 311,877.14 


Net income before federal and foreign income and profits 

taxes $ 6,951,307.91 

Federal and foreign income and profits taxes (Note 6) 2,615,495.60 


Net income 

Surplus at beginning of year 


$ 4,335,812.31 
14,184,292.78 


Total 

Surplus charges: 

Dividends: Preferred stock 
Common stock 
Total dividends 

Past Service Retirement Annuities 
Surplus reserves—net increase ( decrease ) 


$18,520,105.09 

$ 1,074,628.50 
2,79 8 ,212.00 
$ 3,872,840.50 
902,228.87 
31,868.04 


Surplus at end of year 


$13,713,167.68 


See General Notes. 















The Quaker Oats (pmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 

Summary of Consolidated Income and Surplus 
For Previous Years 


Year Ended 
December 31, 1941 

$72,982,668.72 

56,698,496.10 

10,164,478.94 

Year Ended 
December 31, 1940 

$58,987,394.43 

44,450,060.16 

9,242,971.76 

$ 6,119,693.68 

$ 5,294,362.51 

109,823.84 

128,629.37 

119,308.83 

105,583.78 

112,626.20 

89,115.65 

134,616.25 

47,142.66 

161,833.22 

139,062.97 

$ 6,165,003.08 

$ 5,431,485.68 

2,084,559.09 

1,289,975.14 

$ 4,080,443.99 

$ 4,141,510.54 

15,034,111.11 

16,277,164.45 

$19,114,555.10 

$20,418,674.99 

$ 1,074,621.00 

$ 1,074,606.00 

2,798,212.00 

3,497,765.00 

$ 3,872,833.00 

$ 4,572,371.00 

923,218.46 

780,302.98 

35,798.42 

31,889.90 

$14,282,705.22 

$15,034,111.11 


Year Ended 
December 31, 1939 

$59,901,169.90 

43,582,298.89 

10,228,185.05 

Year Ended 
December 31, 1938 

$64,060,812.82 

47,308,065.12 

9,918,011.10 

$ 6,090,685.96 

$ 6,834,736.60 

360,500.39 

128,439.77 

151,132.11 

251,037.17 

72,183.58 

63,551.26 

259,829.42 

20 , 713.87 

238,719.72 

242,712.79 

$ 6,175,952.90 

$ 7,055,765.88 

1,012,930.10 

1,154,184.12 

$ 5,163,022.80 

$ 5,901,581.76 

16,578,393.84 

16,937,920.09 

$21,741,416.64 

$22,839,501.85 

$ 1,074,607.50 

$ 1,074,540.00 

3,497,765.00 

4,197,318.00 

$ 4,572,372.50 

$ 5,271,858.00 

858,736.79 

2,164,000.95 

33,142.90 

1 , 174 , 750.94 

$16,277,164.45 

$16,578,393.84 





































The Quaker Oats (bmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

(United States and Canada) 


Summary of Consolidated Income and Surplus 

For the Six Months Ended June 30, 1942 and June 30, 1941 



Six Months 

Six Months 


Ended 

Ended 


June 30, 1942 

June 30, 1941 

Net Sales. 

$46,571,974.79 

$29,414,413.95 

Less: Cost of goods sold (including depre¬ 
ciation) . 

38,001,168.57 

22,543,185.94 

Selling, general and administrative ex¬ 
penses . 

5,833,759.58 

5,011,319.90 

Net earnings from sales. 

$ 2,737,046.64 

$ 1,859,908.11 

Other income: 

Dividends from nonconsolidated subsidi¬ 
aries . 

60,375.00 

88,454.63 

Income from securities (including profit 
and loss from sales). 

13,824.45 

68,225.42 

All other income. 

82,976.71 

31,049.51 

Income charges: 

Adjustment to market of securities and 
foreign net current assets ( credit ). 

27 , 689.61 

62,114.97 

All other income charges. 

224,519.09 

74,434.21 


Net income before federal and foreign in¬ 
come and profits taxes . $ 2,697,393.32 $ 1,911,088.49 

Federal and foreign income and profits 

taxes (Note 6) . 1,062,163.77 531,227.26 


Net income 


$ 1,635,229.55 $ 1,379,861.23 


Surplus at beginning of period . 14,282,705.22 

Total . $15,917,934.77 


15,034,111.11 

$16,413,972.34 


Surplus charges: 

Dividends: Preferred stock . $ 537,316.50 

Common stock . 1,399,106.00 

Total dividends . $ 1,936,422.50 

Past Service Retirement Annuities . 255,239.56 

Surplus reserves — net increase . 13,105.03 


$ 537,309.00 

1,399,106.00 
$ 1,936,415.00 
276,229.15 
17,035.41 


$13,713,167.68 $14,184,292.78 


Surplus at end of period 
See General Notes. 










































NOTE 1 


GENERAL NOTES 


Following the practice adopted in 1939, the statements for 1942 and the comparative 
statements for prior periods have been prepared by consolidating with the parent company 
only the wholly-owned domestic and Canadian subsidiaries, except that there has been 
omitted from consolidation and shown as a separate item under Investments, $50,831.38 
representing investment in and advance to a wholly-owned subsidiary which is operating 
under a contract with the United States Government on a management fee basis in a field 
entirely dissociated from the Company’s ordinary operations and in a location apart from 
its plants or properties. 


NOTE 2 

Assets in Canada included in the consolidation are as follows: 

June 30, 1942 


Current Assets . $4,382,375.13 

Current Liabilities . 499,489.47 

Net Current Assets . $3,882,885.66 

Deferred Charges. . 52,976.44 

Fixed Assets, less depreciation . 2,185,978.94 

Total . $6,121,841.04 


December 31, 1941 
$4,471,171.98 
1,219,042.53 
$3,252,129.45 
51,303.29 
2,192,599.55 

$5,496,032.29 


Canadian fixed assets have been shown at U. S. dollar cost at date of acquisition, less 
depreciation; other Canadian assets have been converted into U. S. dollars at the lower of 
cost or official rate of exchange. 

NOTE 3 

Investments in and advances to nonconsolidated subsidiaries are carried at cost. A 
dividend was received during the six months ended June 30, 1942, from the English 
subsidiary amounting to $60,375.00. 

NOTE 4 

Inventories of Grain, Materials, Products and Supplies; Government Securities; Munici¬ 
pal Securities; and Company’s Capital Stock (for employees) are at cost or market, which¬ 
ever is lower, on the basis of specific items within each classification. As to inventories, 
market is considered to be replacement market or, for quantities for unfilled sales orders, 
the price at which sold, and is applied to grain, materials, and supplies, and to basic mate¬ 
rials in manufactured product; no intercompany profits are included. Cost of goods sold 
has been computed generally on a “first in, first out’’ basis for each class of inventory. 

NOTE 5 

Sales to nonconsolidated subsidiaries are included in Sales in the following amounts: 
Six months ended June 30, 1942, $663,391.47; Year ended June 30, 1942, $3,666,644.44; 
Year 1941, $4,528,907.15; Year 1940, $3,657,940.94; Year 1939, $4,140,242.85; Year 1938, 
$4,037,610.95. 

NOTE 6 

As the new revenue law pending before Congress is unfinished and final tax liability 
cannot be determined, provision has been made for federal normal income tax and surtax 
at the total rate of 45 per cent, provided in the House Bill. No federal excess profits tax is 
payable. Canadian income and profits taxes are provided for at rates applicable. 

NOTE 7 

The Company had no contingent liability with respect to guarantees of obligations 
of nonconsolidated European subsidiaries at June 30, 1942, compared with $1,705,564.21 
at December 31, 1941. 





















The Company’s contingent liability with respect to foreign drafts discounted and open 
letters of credit at June 30, 1942, was $210,537.72 and at December 31, 1941, was $41,710.36. 

At June 30, 1942 the Company was contingently liable to the United States Govern¬ 
ment on a performance bond given on behalf of its nonconsolidated wholly-owned subsidiary 
in connection with which an advance of $500,000.00 was made to that subsidiary by the 
Government. 

NOTE 8 

Surplus may be restricted as to availability for dividends to the extent of $249,269.09, 
representing the unreserved cost of the Company’s Capital Stock (for employees). 


NOTE 9 

In accordance with the plan approved by the stockholders October 21, 1938, the Com¬ 
pany made payments in the six months ended June 30, 1942, of $464,071.92 (U. S. Funds), 
which together with previous payments make a total paid to June 30, 1942, of $6,448,829.32 
for the purchase of Past Service Retirement Annuities in the United States and Canada. 
Though the Company has no legal obligation to make further contemplated payments of 
approximately $2,100,000.00, such payments may be made in the discretion of the Board 
of Directors. 

The expense of the above described payments, less the related income tax effect, is 
shown as charged directly to surplus. For comparison with prior years the provisions for 
income and profits taxes for the respective periods are stated before giving effect to the 
expense of Past Service Retirement Annuities; the tax effect, amounting in the year ended 
June 30, 1942, to $499,508.71, and in the six months ended June 30, 1942, to $208,832.36, 
has been deducted from the related surplus charge. 


ACCOUNTANTS’ CERTIFICATE 

The Quaker Oats Company: 

We have examined the consolidated balance sheet of The Quaker Oats Company and its 
domestic and Canadian subsidiary companies as of June 30, 1942 and the related summaries 
of consolidated income and surplus for the six months and year ended that date, have 
reviewed the accounting procedures of the companies, and have examined their accounting 
records and other evidence in support of such financial statements. Our examination was 
made in accordance with generally accepted auditing standards applicable in the circum¬ 
stances and included all auditing procedures we considered necessary, which procedures 
were applied by tests to the extent we deemed appropriate in view of the systems of internal 
control. 

We have examined the accounts of the English subsidiary, the investment in which is 
$521,847.75, as of the close of its fiscal year, November 30, 1941, but because of current 
war conditions we have been unable to make examinations of the accounts of other non¬ 
consolidated European subsidiaries. 

Pending final enactment of the Revenue Bill of 1942, the provision for Federal income 
tax has been computed on the basis of 45% of estimated net taxable income. 

In our opinion, except for any effect which eventual enactment of the Revenue Act of 1942 
may have on the provision for Federal income tax, the accompanying consolidated balance 
sheet and summaries of income and surplus fairly present the financial condition of the 
companies at June 30, 1942 and the results of their operations for the six months and year 
ended that date, in conformity with generally accepted accounting principles and practices 
applied on a basis consistent with that of the preceding period. 

(Signed) HASKINS & SELLS 
Certified Public Accountants 


Chicago, September 3, 1942. 
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